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SUBJECT: ECONOMIC DEVELOPMENTS FOR PERIOD AUGUST 11-17 

1 . SUMMARY: THERE WERE SUDDEN CHANGES IN SEVERAL STATIS- 
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TICAL SERIES RELEASED THIS WEEK. RETAIL PRICES ROSE ONLY 
0.1 PERCENT DURING JULY, WHILE RETAIL SALES VOLUME 
INCREASED 3.6 PERCENT. INDUSTRIAL PRODUCTION IN JUNE FELL 
3.7 PERCENT WHILE GROSS AVERAGE EARNINGS ROSE ONLY 0.2 
PERCENT. THE CURRENT ACCOUNT DEFICIT OF 36 MILLION POUNDS 
DESPITE SIX MONTHS OF BEING CLOSE TO IN BALANCE, WAS CON- 
SIDERED BY SOME MARKET SOURCES TO BE A POOR RESULT. THE 
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CORSET WAS DISCONTINUED. THE GOVERNMENT HAS BEGUN TO 
APPLY PRESSURE TO FIRMS TO OBSERVE THE PAY GUIDELINES. 
INTEREST RATES CONTINUED TO FALL AS THE NEW GILT IS 
OVERSUBSCRIBED. THERE IS GOOD DEMAND FOR STERLING, 

AS THE DOLLAR FLUCTUATES. END SUMMARY 

2. RETAIL PRICES INCREASED BY 0. 1 PER CENT IN JULY AND 
GOVERNMENT OFFICIALS REACTED AS THOUGH A FEVER HAD BROKEN. 
THE RETAIL PRICE INDEX (S.A.) NOW STANDS AT 183.8 COMPARED 
WITH A JUNE LEVEL OF 183.6 AND A JULY 1976 LEVEL OF 156.3. 
ALTHOUGH SHARP FALLS IN THE PRICES OF SEASONAL FOODS WERE 
RESPONSIBLE FOR THE OVERALL INDEX'S UNUSUALLY LOW INCREASE 
THE INDEX EXCLUDING THESE ITEMS SHOWED ONLY A MODEST RISE 
OF 0.6 PER CENT TO STAND 17.0 PER CENT ABOVE ITS LEVEL OF 

JULY 1976. MONTHLY FIGURES ARE QUITE VOLITILE, AND SHOULD 
BE INTERPRETED WITH PRUDENCE. FOR EXAMPLE, JULY'S FIGURES 
WERE INFLUENCED BY THE INITIATION OF THE POST OFFICE'S 
REBATES ON TELEPHONE BILLS, WHICH WERE ORDERED AFTER A 
DETERMINATION OF EXCESS PROFITS. 

THESE STATISTICS ARE WELCOMED BY THE GOVERNMENT WHICH 
IS TRYING TO CONVINCE TRADE UNIONS OF THE EFFECTIVENESS 
OF INCOMES POLICIES IN CONTAINING INFLATION (SEE LONDON 
A-567), AND IS URGING MODERATION IN CURRENT WAGE NEGOTIA- 
TIONS. IT IS HOPED THAT WITH THE EFFECTS OF LAST YEAR'S 
DEPRECIATION OF THE POUND HAVING WORKED THEIR WAY TH- 
ROUGH THE PRICE STRUCTURE, RETAIL PRICES WILL GROW AT A 
UNCLASSIFIED 
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MODEST RATE FOR THE REST OF THIS YEAR. 

3. INDUSTRIAL PRODUCTION IN JUNE EXPERIENCED ITS SHARP- 
EST MONTHLY DROP IN TWELVE MONTHS. THE INDEX FOR ALL 
INDUSTRIES FELL FROM 104.6 IN MAY (1970 EQUALS 100, S.A.) 

TO 100.7, A 3.7 PER CENT DECLINE, WHILE THAT FOR MANU- 
FACTURING INDUSTRIES FELL FROM 106.3 IN MAY TO 100.9, A 
5.1 PER CENT DECLINE. MONTH TO MONTH CHANGES IN THESE 
INDICES ARE ERRATIC, AND JUNE'S OUTCOME MAY HAVE BEEN IN- 
FLUENCED BY THE EXTENSION OF THE SPRING BANK HOLIDAY BY 
THE JUBILEE CELEBRATIONS. NEVERTHELESS, THE INDEX FOR 
ALL INDUSTRIES HAS FALLEN AT AN ANNUAL RATE OF 2.6 PER 
CENT BETWEEN FIRST AND SECOND QUARTER OF 1977. 

4. RETAIL SALES ROSE SHARPLY IN JULY FROM ITS DEPRESSED 
LEVELS OF THE FIRST HALF OF 1977. THE INDEX OF RETAIL 
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SALES VOLUME (S.A., 1970 EQUALS 100) ROSE FROM 103.8 
IN JUNE TO A PROVISIONAL 107.5. JUNE'S LEVEL STOOD 
4.9 PERCENT BELOW THE NOVEMBER 1976 PEAK OF 109.2. THE 
JULY IMPROVEMENT DOES NOT APPEAR ATTRIBUTABLE TO ANY 
SPECIAL FACTOR BEYOND THE POSTPONEMENT, THIS YEAR, OF A 
NUMBER OF STORES' 

"SALES" UNTIL JULY. 

5. THE JULY CURRENT ACCOUNT DEFICIT IS ESTIMATED TO HAVE 
BEEN 36 MILLION POUNDS.(SEE LONDON 13469.) THIS IS THE 
UNCLASSIFIED 
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SIXTH SUCCESSIVE MONTH THAT THE CURRENT ACCOUNT HAS BEEN 
IN NEAR BALANCE. NONETHELESS, THE PRESS AND SOME MARKET 
SOURCES INDICATED THAT THE JULY RESULT WAS LESS FAVORABLE 
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THAN ANTICIPATED. THE EXPECTATION OF A SIGNIFICANT SUR- 
PLUS WAS APPARENTLY BUILT UPON A SIMPLE COMPARISON OF 
THE JUNE DEFICIT OF 81 MILLION POUNDS WITH THE ATYPICAL 
250 MILLION POUNDS OF NORTH SEA OIL EQUIPMENT IMPORTS 
THAT ARRIVED THAT MONTH, CONCLUDING THAT JULY SHOULD 
IMPROVE BY THE DIFFERENCE. 

6. THE BANK OF ENGLAND ANNOUNCED THAT THE SUPPLEMENTAL 
SPECIAL DEPOSITS SCHEME WAS SUSPENDED. (SEE LONDON 
13379.) THE SCHEME, DESIGNED TO CONTROL THE GROWTH OF 
BANKS’ INTEREST BEARING ELIGIBLE LIABILITIES (IBEL), WAS 
NOT, IN FACT, BROADLY BINDING, AS OTHER MONETARY CONTROL 
MEASURES, SUCH AS THE SALE OF GILTS, KEPT THE IBEL 

GROWTH AT LEVELS SUBSTANTIALLY BELOW THE SCHEME'S PENALTY 
FREE LIMITS. 

7. THE NATIONAL COAL BOARD ANNOUNCED THAT IT WILL BORROW 
$100 MILLION THROUGH A EUROBOND ISSUE WITH 10 YEARS MA- 
TURITY. THE ANNOUNCEMENT FOLLOWS SHORTLY ON THE ANNOUNCE- 
MENT THAT THE SOUTH OF SCOTLAND HYDRO ELECTRICITY BOARD 
WAS REPAYING IN ADVANCE OF FULL MATURITY A $30 MILLION 
EUROBOND ISSUE. SOME OF THE FINANCIAL PRESS HAVE SPECU- 
LATED THAT THIS MAY SIGNIFY A TREASURY POLICY TO SHIFT AT 
LEAST SOME OF THE HEAVY EXTERNAL DEBT REPAYMENTS SCHEDU- 
LED FOR THE NEXT FOUR YEARS TO PERIODS OF LIGHTER REPAY- 
MENT PRESSURE. 

8. THE GOVERNMENT APPLIED A GREAT DEAL OF PRESSURE TO 
AVERT AN EARLY BREAK IN THE VESTIGES OF ITS INCOME POLICY. 

AN AMERICAN COMPANY, HEINZ, AGREED TO A PAY DEAL WITH 
UNCLASSIFIED 
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3500 WORKERS WHICH ESTABLISHED A 15 TO 20 PER CENT IN- 
CREASE IN WAGES FROM AUGUST 1. THIS APPEARED TO HAVE 
VIOLATED THE GOVERNMENT'S GUIDELINES TO MAINTAIN A TWELVE 
MONTH INTERVAL BETWEEN PAY SETTLEMENTS AND TO RESTRAIN 
AVERAGE EARNINGS INCREASES TO LESS THAN 10 PER CENT. 

JOEL BARNETT, CHIEF SECRETARY FOR HM TREASURY, SPOKE 
FOR AN HOUR WITH HEINZ EXECUTIVES TO ASK THAT THE SETTLE- 
MENT BE REEXAMINED. THE COMPANY AND UNION WILL MEET FOR 
THIS PURPOSE. THE GOVERNMENT ISSUED NO STATEMENT ABOUT 
THE CONTENTS OF THE MEETING BEYOND THAT IT WISHED THE 
UNIONS AND MANAGEMENT TO REVIEW THE SETTLEMENT. THE PRESS 
SPECULATES THAT GOVERNMENT PROCUREMENT POLICY MAY HAVE 
BEEN USED AS A LEVER, AS GOVERNMENT OFFICIALS HAVE OFTEN 
STATED IT WOULD. 


9. GROSS AVERAGE EARNINGS (S.A.) IN JUNE ROSE BY 0.2 
PER CENT COMPARED WITH 1.1 PER CENT IN MAY. THE TWELVE 
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MONTH INCREASE TO JUNE FELL AS A CONSEQUENCE TO 9.7 PER 
CENT, THE LOWEST RATE IN FIVE YEARS. THE TWELVE MONTH 
INCREASE TO MAY WAS 10.2 PER CENT. THE DEPARTMENT OF 
EMPLOYMENT NOTED THAT THE DECLINE INVOLVES REDUCED OVER- 
TIME AND A FALL OF THE NUMBER OF WORKERS WHO SETTLED IN 
JUNE FROM 1,000,000 IN 1976 TO 400,000 IN 1977. 

10. INTEREST RATES CONTINUED TO DECLINE. AND THE MINIMUM 
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LENDING RATE FELL 1/2 PER CENT TO 7 PER CENT. THE THREE 
MONTH STERLING CD RATE FELL 7/32 PER CENT AFTER FALLING 
NEARLY 7/16 PER CENT THE PREVIOUS WEEK. THESE DECLINES 
COUPLED WITH RISING U.S. RATES REDUCED THE THREE MONTH 
INTERBANK STERLING-EURODOLLAR DIFFERENTIAL TO 1/16 PER 
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CENT DURING WEDNESDAY TRADING. 

THE NEW GILT, THE 12-1/2 PER CENT EXCHEQUER 1994, 

WAS OVERSUBSCRIBED ON THURSDAY. ONLY 800 MILLION POUNDS 
OF THE 1,000 MILLION POUND ISSUE WAS INTENDED FDR THE 
PUBLIC, THE BALANCE REMAINING IN THE HANDS OF GOVERNMENT 
UNCLASSIFIED 
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ORGANS. THERE WILL CONSEQUENTLY BE NO CONVENTIONAL 
TAP SALES OF THIS ISSUE. SINCE ONLY 15 POUNDS PER 100 
POUNDS NOMINAL VALUE WERE DUE ON APPLICATION, ONLY 120 
MILLION POUNDS OF DEPOSITS WERE REQUIRED TO EXHAUST THE 
ISSUE. MARKET SOURCES NOTED THAT THERE WAS SUBSTANTIAL 
FOREIGN INTEREST IN THE SUBSCRIPTION EVEN IF THE GILT 
WAS NOT TAX EXEMPT FOR NON-RESIDENTS. 

ALTHOUGH THE GILT MARKET ADVANCED STRONGLY ON THURS- 
DAY TO AID SUBSCRIPTIONS FOR THE NEW GILT, IT RELAXED 
SHORTLY THEREAFTER. THE STRENGTH OF STERLING IN THE 
FOREIGN EXCHANGE MARKETS AIDED THE MARKET MATERIALLY ON 
MONDAY AND TUESDAY AS PRICES ROSE STRONGLY AGAIN. 

1 1 . THE EFFECTIVE INVESTMENT DOLLAR PREMIUM HAS FALLEN 
FROM OVER 40 PER CENT THREE WEEKS AGO TO A STAND CUR- 
RENTLY NEAR 25 PER CENT. INVESTMENT DOLLARS ARE SPECIAL 
ACCOUNTS THAT U.K. RESIDENTS MAY USE TO ACQUIRE FOREIGN 
PORTFOLIO ASSETS. EXCHANGE CONTROLS ESTABLISH THIS 
MARKET AND SEPARATE IT FROM OTHER FOREIGN EXCHANGE TRANS- 
ACTIONS. THE FALLING PREMIUM MAY REFLECT THE ADDED AT- 
TRACTION OF INVESTING IN STERLING INSTEAD OF FOREIGN 
CURRENCY ASSETS. THE BANK OF ENGLAND, DURING THE WEEK, 
DENIED THAT THERE ARE PLANS TO ALTER THE RULES OF THE 
INVESTMENT CURRENCY MARKET. A MARKET RUMOR SUGGESTED 
THAT THE RULES WOULD BE ALTERED TO ALLOW GREATER CAPITAL 
OUTFLOWS, THUS OFFSETTING THE CURRENT HIGH LEVEL OF 
INFLOWS. 

12. THERE HAS BEEN STRONG DEMAND FOR STERLING THIS 
WEEK, AS THE BANK OF ENGLAND TOOK IN RESERVES TO CONTROL 
THE INCREASE IN THE EXCHANGE RATE AGAINST THE DOLLAR. 
INCREASING FEDERAL FUNDS RATES APPEARED TO STRENGTHEN 
THE DOLLAR OVER THE WEEK THROUGH TUESDAY, 

UNCLASSIFIED 

UNCLASSIFIED 
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SO THAT THE POUND'S EFFECTIVE 
EXCHANGE RATE ROSE 0.5 POINTS TO 62.3 AT TUESDAY'S CLOSE. 

THE DOLLAR WEAKENED IN LIGHT TRADING WEDNESDAY AS RUMORS 
OF SLOWED U.S. ECONOMIC GROWTH ENGENDERED EXPECTATIONS 
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THAT FEDERAL FUNDS WOULD CLIMB NO HIGHER. THE BOE 
RESISTED THE APPRECIATION OF THE POUND IN SPOT AND 
FORWARD MARKETS, AND SAW THE POUND DRIFT LOWER, AS A RE- 
SULT, AGAINST THE CONTINENTAL CURRENCIES. THE EFFEC- 
TIVE EXCHANGE RATE FELL 0.2 POINTS TO 62.1 OVER WEDNESDAY. 
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EXCHANGE RATE AND GOLD EFFECTIVE 
EXCHANGE RATE 

EXCHANGE (DECEMBER 1971 GOLD 


DATE 

RATE ($) 

EQUALS 100) 

8/10 

1.7392 

61.9 

146-1/8 

8/11 

1.7382 

61.9 

145-3/8 

8/12 

1.7380 

62.0 

145-1/8 
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8/15 1.7395 62.1 145-1/8 

8/16 1.7403 62.3 143-3/8 

UNCLASSIFIED 
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CHANGE 8/9-8/16 UP 0.0019 UP 0.5 DOWN 3-1/4 

FORWARD DISCOUNT ON STERLING 


DATE 

1 MONTH 3 MONTHS 6 MONTHS 

8/10 

0.25 

0.79 

1.69 

8/11 

0.23 

0.65 

1.45 

8/12 

0.20 

0.65 

1.50 

8/15 

0.23 

0.65 

1.55 

8/16 

0.26 

0.61 

1.50 

CHANGE 8/9-8/16 WIDER 0.01 

NAR. 0.24 NAR 0.29 


(ALL FIGURES IN CENTS) 


EURODOLLAR INTEREST RATES 

DATE 1 MONTH 3 MONTHS 6 MONTHS 


8/10 

5-3/4 

6-1/4 

6-1/2 

8/11 

6-1/8 

6-1/2 

6-5/8 

8/12 

6-1/2 

6-1/2 

6-3/4 

8/15 

6-1/8 

6-1/2 

6-7/8 

8/16 

6-1/8 

6-5/8 

6-7/8 

CHANGE 8/9-8/16 

UP 1/8 

UP 1/2 


THREE-MONTH LONDON INTERBANK - EURODOLLAR INTEREST 
RATE DIFFERENTIAL 


DATE 


8/10 

7/8 

8/11 

1/2 

8/12 

1/2 

8/15 

1 1/32 

8/16 

7/32 


CHANGE 8/9-8/16 NAR 5/8 

STERLING CERTIFICATES OF DEPOSITE 

DATE 1 MONTH 3 MONTHS 6 MONTHS 
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8/10 

7-1/16 

7-31/64 

6-3/8 

8/11 

7-1/16 

6-1/4 

7-3/16 

8/12 

7-1/16 

6-13/16 

7-1/4 

8/15 

6-15/16 

6-13/16 

7-1/4 

8/16 

6-13/16 

6-25/32 

7-7/32 


CHANGE 8/9-8/16 DOWN 1/4 DOWN 7/32 DOWN 3/32 
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THE MINIMUM LENDING RATE FELL 1/2 PER CENT TO 7 
PER CENT AFTER FRIDAY'S TREASURY BILL AUCTION. THE 
AVERAGE TREASURY BILL RATE FELL TO 6.4887 PER CENT FROM 
THE PREVIOUS WEEK'S LEVEL OF 6.8106 PER CENT, AS 791.8 
MILLION POUNDS IN BIDS WERE RECEIVED FOR THE 300 MILLION 
POUNDS TENDERED. THIS WEEK 300 MILLION POUNDS WILL BE 
OFFERED AS 400 MILLION POUNDS MATURE. 

STREATOR 
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